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APSTRACT 

A method for financing a loan of an amount loaned to a 
borrower comprising the steps of selecting a reference loan having an 
amount equal to the loan amount; selecting the terms of the reference 
5 loan; calculating a periodic payment paid under the reference loan; 
loaning the borrower a loan amount; selecting an investment instrument 
into which the borrower will invest preselected investment amounts; and 
receiving the value of the investment instrument at a preselected time in 
satisfaction of the loan. The method of financing is designed to reduce the 
10 length of time required to repay the loan and to provide greater security to 
a lender through the ability to seize the investment instrument in 
addition to the collateral on the loan. 
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Title: LOAN FINANCING AND INVESTMENT METHOD 

HELP OF THE INVENTION 

This invention relates to a method for loan financing, and 
more particularly to a method for reducing the length of a loan. 

5 BACKGROUNP OF THE INVENTION 

In North America, business and personal loans made by 
lending institutions are typically repaid by the borrower through the use of 
monthly payments which cover both the interest charged on the loan and 
a portion of the principal of the loan. The interest rates may be fixed or 

10 variable and the length of the loan can vary. 

A typical house purchase is financed by means of a loan from 
a bank or other lending institution. The house buyer provides a down 
payment of 10 to 25 percent of the purchase price of the house and the 
bank provides the remainder of the purchase price. The house buyer 

15 enters into a mortgage agreement with the bank, where the bank obtains a 
security interest in the house as collateral. The house owner then makes 
regular equal monthly payments typically based on a 25 to 30 year 
amortization period. The house owner will typically enter into a 3 to 5 
year agreement with the bank where the monthly payments are fixed. 

20 This agreement is renewed until the loan is repaid. Initially, the bulk of 
the monthly payment will be devoted to the payment of interest on the 
outstanding loan amount. Some of the payment, however, will be used to 
repay the principal of the loan. As the principal is slowly repaid, the 
interest component is reduced. A reduction of the interest payment leads 

25 in turn to a faster repayment of the principal. If the monthly payments 
remain at a constant level, and the mortgage is renewed every 3 to 5 year 
period, the mortgage will be repaid in 25 to 30 years. Should the home 
buyer default on a loan, the bank may seize the home and sell it to recover 
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the principal of the loan. If the house price falls below the amount of the 
principal, the bank will lose money and must try to recover the 
outstanding loan amount from a borrower who may not have the means 
to repay the outstanding loan amount. 
5 Another common feature of financing loans for house 

purchases is the use of life insurance to guarantee the payment of the loan 
in the event of the death of the mortgagee. Under this method of 
financing, the home owner pays a interest rate premium to finance the 
purchase of life insurance on their own life payable to the bank or credit 

10 union. Thus, their families are not burdened with the loan payments in 
the event of their death. 

In recent years, after the sharp rise in home prices in the 
1980's, new methods of financing house purchases have been sought. U.S. 
Patent No. 4,876,648 to Lloyd discloses a method for repaying a mortgage 

15 loan where the borrower only makes interest payments on the principal 
and the lender invests in a life insurance policy on the life of the borrower 
in order to repay the principal after a 30 year mortgage length. In this 
method the lender's cost in insuring the life of the borrower is offset by 
increased interest payments from a higher interest rate. The borrower 

20 benefits over the 30 year term as well by taking advantage of the market 
returns on the life insurance policy to repay the principal and the 
increased tax savings resulting from the tax deductibility of mortgage 
interest payments. A disadvantage of the system, however, is that the 
amount of money invested that is receiving market rates of return is 

25 limited to the insurance premiums paid by the bank. As well, there is no 
reduction in the term of the mortgage. 

U.S. Patent 5,907,828 to Meyer et al. describes a method of 
providing bank-owned life insurance on the life of the borrower without 
fees and extra interest charges. Under this method, the bank purchases a 

30 mortgage life insurance policy from an insurance company and borrows 
the maximum amount from that policy and invests the money to earn a 
greater rate of return. After a certain amount of the cash value of the 



CA 02308945 2000-05-18 



-3- 

insurance policy has been loaned to the bank, the bank may make cash 
withdrawals on the policy in order to support its cash flow requirements. 
Under this method the bank reduces its risk and increases its return by 
having mortgage life insurance on all of its borrowers and not merely 
5 those who opt to obtain mortgage life insurance. The borrower saves 
money by not having to pay an interest premium for mortgage insurance. 
A disadvantage of this system is that the borrower does not benefit from 
the increased market returns. 

U.S. Patent No. 5,673,402 to Ryan et al. describes another 

10 method of financing a house purchase. The usual down payment is 
replaced with an insurance purchase. The insurance purchase is used to 
purchase a life insurance policy on the life of the borrower payable to the 
lender to cover the mortgage principal. The borrower than makes regular 
interest payments on the principal until the cash value of the life 

15 insurance policy is sufficient to completely repay the principal of the loan. 
Under this method, the cash needed by the borrower up front is greatly 
reduced (from 20 percent to 12 percent of the home purchase price in the 
example shown in the patent) and the bank has additional security in both 
the collateral of the home and the life insurance policy. A disadvantage of 

20 this system is that, as in the Lloyd method, most of the payments made 
over the life of the mortgage are interest payments and are not subject to 
market rates of return in order to reduce the length of the mortgage. 

Accordingly, there is a need for a method of financing a loan 
where the borrower can reduce both the term of the loan and the total 

25 payments made under the loan as compared to a conventional loan 
arrangement. As well, there is a need for providing the lender of this 
method with additional collateral in the event of a default by the 
borrower. 

SUMMARY QF THE INVENTION 

30 The present invention is directed to a method for financing a 

loan of a loan amount to a borrower beginning with the selection of a 
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reference loan having an amount equal to the loan amount and a 
preselected amortization period, interest rate and period of payment. A 
periodic payment amount is then calculated, the periodic payment 
amount including interest and principal components such that at the end 
5 of the reference loan length, the loan would be repaid in full. An 
investment instrument, such as a life insurance policy, is then selected, 
having a preselected estimated rate of return. The lender then arranges to 
have the borrower periodically invest preselected investment amounts in 
the investment instrument wherein the preselected invenstment amount 

10 is correlated to the periodic payment of the reference loan. At a preselected 
time, the value of the investment instrument is received in satisfaction of 
the loan. The preselected time is based on the estimated rate of return. 

Another aspect of this invention is a method for financing a 
loan of a loan amount to a borrower by a lender. The loan is secured by a 

15 mortgage security on a property, and the borrower comprises at least one 
individual. It is arranged for the borrower to periodically make a 
premium payment on a life insurance policy on the life of the borrower. 
The lender is named as beneficiary of the policy and the policy is cashable 
for a cash surrender value. At least a portion of the premium payment is 

20 invested in at least one investment vehicle, wherein the investment 
vehicle has a preselected estimated rate of return. A cash surrender value 
of the life insurance policy is calculated based on the portion of the 
premium payment to be invested in the investment vehicle and the 
preselected estimated rate of return. The proceeds of the investment 

25 vehicle are periodically applied to increase the cash surrender value of the 
policy. Finally, the cash surrender value is received at a preselected time 
in full satisfaction of the loan, wherein the preselected time is based upon 
the estimated cash surrender value. 

BRIEF DESCRIPTION OF THE DRAWINGS 

30 The invention will now be described, by way of example only, 

with reference to the following drawings, in which: 
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Figure 1 is a block diagram of a preferred embodiment of the 



present invention; 



Figure 2 is a flow chart illustrating the method of the present 



5 



invention; 



Figure 3 is a flow chart of a reference mortgage known in the 



prior art. 



10 




in accordance with a preferred embodiment of the present invention, 
borrower 12 enters into purchase and sale agreement 15 with seller 16 to 
purchase property 22, which is typically a house located on a piece of real 



borrower 12 does not wish to, or is not able to, pay the entire purchase 
price to seller 16 at the time of purchase, borrower 12 enters into a loan 
agreement 17 with lender 14 to borrow the required funds. In the case of a 
purchase of real property, lender 14 will typically take a security interest in 
20 property 22. In the case of a house purchase, this security interest will be in 
a form of a mortgage 19. 



directly, lender 14 will arrange with insurance company 18 for a universal 
life insurance policy 20 on the life of borrower 12. This life insurance 

25 policy will be owned by lender 14. In addition, lender 14 will be the 
beneficiary of the policy. Borrower 12 will make premium payments on 
this insurance policy according to the terms of loan agreement 17 between 
borrower 12 and lender 14. At the end of the loan, the insurance policy is 
cashed and the proceeds are given to lender 14 in satisfaction of the loan. 

30 It will be appreciated that lender 14 and insurance company 18 may be the 
same entity. 



15 



property, but may be any piece of real, personal or intangible property. 
Borrower 12 may comprise one or more individuals. Assuming that 



Instead of taking payments for the loan from borrower 12 



Figures 2 and 3 illustrate the method in greater detail. After 
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borrower 12 approaches lender 14 to arrange for a loan to purchase house 
22, the loan amount is determined at step 30. The loan amount is usually 
equal to the purchase cost of the house, including any taxes, legal fees, or 
other purchase costs, less the down payment paid by the borrower. The 
5 down payment is typically in the range of 10 to 25 percent of the total 
purchase price. This loan amount is output to Figure 3 through marker A. 
Figure 3 shows the process for determining the monthly premiums and 
the total desired cash value of the insurance policy. The first step in 
making these determinations is to calculate and determine a reference 

10 loan amount 70, wherein the reference loan is a hypothetical loan based 
on current loan terms offered by lender 14. The amortization period of the 
loan and interest rate are selected at step 72. The amortization period of 
the loan is typically 25 to 30 years. This is the time over which a typical 
homeowner can expect to pay off such a loan. The interest rate is generally 

15 fixed at the current interest rate that lender 14 would charge borrower 12 
over a five-year term, although other interest rates can be used. At step 74, 
the monthly payment of the reference loan can be calculated by lender 14 
according to known methods based on the loan amount, length and 
interest rate of the reference loan. The monthly payment is designed such 

20 that the reference loan would be completely paid over the length of the 
loan through the use of blended interest and principal payments. This 
monthly payment is output through marker B to Figure 2. It will be 
appreciated that the payment need not be calculated on a monthly basis but 
that any regular period of payment may be used such as 1 week, 2 weeks, 2 

25 months, etc. Preferably, the period of payment will be the typical period of 
payment for a loan that lender 14 would give borrower 12 in a typical 
mortgage loan financing. 

Returning to Figure 2, the monthly payment is input from 
marker B to step 32 to determine a monthly premium. The monthly 

30 premium is set equal to the monthly payment calculated under the 
reference loan. The monthly premium will be paid into a universal life 
insurance policy 20 on the life of borrower 12, as set out hereinafter. It will 
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be appreciated that other amounts may be selected for the premium and 
that other periods of payment may be used. Preferably, the amounts are 
similar to the monthly payments so as to attract potential borrowers. 

A rate of return is selected at step 34 of the process. This rate 
5 of return is generally based on historical stock market or mutual fund 
performance. The monthly premiums will be invested by insurance 
company 18 in one or more of a variety of market investment products 
and the selected rate of return should reflect the planned investment 
methods. At step 36, a table of cash values of the universal life insurance 

10 policy is prepared. This table shows the cash value of a policy on a 
monthly basis, given the monthly premium from step 32 and the rate of 
return selected in step 34. This table of cash values is prepared over a 
period of time similar to that of the length of the reference loan. 

At step 38, the desired cash value of the insurance policy is 

15 selected by the lender. This value is compared to the cash values of the 
policy in the table prepared at step 36, in order to determine the length of 
the policy at step 40. For example, if the desired total payment is $300,000 
after 25 years and the cash value of the insurance policy after 15 years of 
monthly premium payments is also $300,000, the length of the policy is 15 

20 years. 

After the policy length is determined and the terms of the 
loan are agreed to, borrower 12 begins making monthly premium 
payments at step 42. The premium payments are paid to insurance 
company 20. At step 43 a portion of the premiums will be put towards a 

25 life insurance policy in the amount of the principal of the loan while at 
step 44 the remainder will be invested in a variety of investment products 
including stocks, bonds, mutual funds, treasury bills etc. The investment 
products may be chosen by insurance company 18 or may fall within a set 
of vehicles chosen by borrower 12. For example, borrower 12 may have an 

30 aversion to risk and may specify that the premiums may only be invested 
in stock market index products or blue chip stocks. It will be appreciated 
that lower risk investments will likely receive lower rates of return. To 
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compensate, borrower 12 may be required to pay premiums over a longer 
term, or borrower 12 be required to pay larger monthly premiums at step 
32 than they would under a conventional mortgage. 

At step 45, lender 14 checks to ensure that borrower 12 is still 
5 alive. By default, lender 14 may assume that borrower 12 is alive unless 
informed to the contrary. If borrower 12 is not alive, the process flows to 
step 46 where lender 14 is the beneficiary of life insurance policy 20. 
Lender 12 receives the full death benefit and the cash value of the policy in 
satisfaction of the loan. Flow moves to step 48 and the method comes to 

10 an end as the lender 14 has received full payment for their outstanding 
loan, and the estate of the borrower receives house 22 without 
encumbrance by lender 14. 

If borrower 12 is still alive at step 44, the flow moves to step 
50. At this point the cash value of the policy is compared to the estimated 

15 cash value from the table prepared at step 36 for the same time period. 
Because the rate of return selected for the table prepared at step 36 is an 
estimated rate of return, and the rates of return on the investment will 
vary over time, the lender must ensure that policy 20 is on track to 
provide a full cash payout at the end of the length of policy 20. If the 

20 investments made within life insurance policy 20 have been performing 
worse than expected, and the cash value of policy 20 is less than the 
estimated cash value as determined in step 36, borrower 12 will be required 
to make additional premium payments into the policy, to ensure that the 
cash value of the policy is at least equal to the estimated cash value. 

25 Step 50 may be performed on a less frequent basis, for 

example on a bi-monthly, semi-annual, or annual basis. Preferably, step 50 
is performed monthly because in the event the investments are under- 
performing, it is less likely that borrower 12 will be faced with an 
additional large premium payment that borrower 12 will be unable to pay 

30 in a timely manner. If step 50 is performed less frequently, borrower 12 
faces a greater risk that they will be required to make an additional large 
premium payment within a short length of time. 
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As an optional step to this process (not shown), borrower 12 
may voluntarily chose to make additional premium payments at any time 
during the policy. This could reduce the amount of time required to repay 
the loan by reducing the time required for the policy to reach the desired 
5 cash value. 

In the event that the cash value is greater than the estimated 
cash value as determined by the table prepared in step 36, insurance 
company 18 may pay the surplus to borrower 12. In the preferred 
embodiment, insurance company 18 may set up a refund account where 

10 the surplus is deposited. The refund account is transferred to the borrower 
12 from time to time. However, borrower 12 may choose to leave the 
refund account on deposit with insurance company 18 to either cover any 
potential shortfalls or to be applied to the policy. 

The method then flows to step 56 where the cash value of 

15 policy 20 is compared to the desired total payment from step 38. If the cash 
value of the policy is equal to or greater than the desired total payment, 
insurance policy 20 is cashed and the funds are transferred to lender 14 in 
complete satisfaction of the loan. This will end the loan between borrower 
12 and lender 14 at step 60. Otherwise, the process returns to step 42 and 

20 borrower 12 makes his next monthly premium payment. 

Step 52 is optional to the process and may be subject to limits. 
For example the lender may require additional payments at step 52 only if 
the current cash value of the policy is less than the estimated cash value of 
the policy by a certain amount such as 10 percent of the estimated cash 

25 value. 

As well, lender 14 may choose to set upper and lower limits 
on the rate of return where no additional payment or refund of surplus is 
required. For example, if the rate of return assumed at step 34 is 8%, 
lender 14 may stipulate that borrower 12 will not be required to make 
30 additional payments as long as the actual rate of return of the investment 
is greater than 7%. Borrower 12 will only be required to make additional 
payments at step 52 if the investment falls below 7% and then only so 
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much as is required to bring the cash value of the policy to where it would 
have been if the policy had a 7% rate of return. As well, lender 14 may 
stipulate that no surplus will be paid at step 54, unless the actual rate of 
return of the investment over the period at which step 50 is performed 
5 exceeded 9%. Should the investment exceed a 9% rate of return, then any 
surplus over and above the 9% rate of return is placed in the refund 
account at step 54. As well, the use of such limits affects the calculation at 
step 56. If the rate of return of the investments made by the insurance 
company is lower than anticipated, then after the length of the policy 

10 determined at step 40, the cash value of the policy will be lower than the 
desired total payment. However, the lender takes the risk that the policy 
will underperform expectations and will still cash the policy at step 58 at 
the end of the length of the policy. Likewise, if the investments made 
outperform the rate of return assumed at step 34, the cash value of the 

15 policy will be greater than the desired total payment before the end of the 
length of the policy determined at step 40. Borrower 12, however, will still 
be required to make the monthly premium payments until the end of the 
length of the policy. Essentially, the lender assumes a certain level of risk 
and may also obtain greater payments. 

20 The method described herein assumes a level cost of 

insurance i.e. constant monthly payment level. It will be appreciated that 
the monthly payment can be set to increase over time to correspond to the 
greater risk of death of borrower 12. As well, a mixed variable and level 
cost policy may be used where during the first portion of the policy, the 

25 payments are variable and during the remainder of the policy, the 
payments are fixed. 

Borrower 12 may select the option to have disability 
insurance payable on their disability in addition to the life insurance. 
Should borrower 12 become disabled, and not be able to work, the 

30 insurance company will waive the payments during the period of 
disability. In the case of a total disability, lender 14 receives the cash value 
of the policy and the disability benefit. Borrower 12 will own the house 
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without encumbrance by lender 14. 

Borrower 12 may optionally comprise more than one person. 
For example, a husband and wife may jointly apply for the loan and the 
insurance policy. The method would operate in the same way except that 
5 should one of the couple die prior to the completion of the policy, lender 
14 would only cash one-half or more of the policy and receive one-half or 
more of the death benefits. 

There are a number of advantages to this method for both 
borrower 12 and lender 14. Borrower 12 will find that, in most situations, 

10 the length of policy 20 will be significantly less than the length of a 
standard loan, while his monthly payments remain approximately the 
same. This results in great cost savings for borrower 12. Borrower 12 also 
receives life insurance protection at no additional charge. Finally, 
borrower 12 may elect to continue making payments into insurance policy 

15 20 which may be lower than the payment borrower 12 would have to 
make if he started a new policy. This is due to the fact that borrower 12 is 
many years older at the end of the loan than at the beginning, and the 
premium payments tinder a new policy would be as a result. 

Lender 14 also benefits from this method by obtaining greater 

20 protection in the event of default by borrower 12. If the market value of 
house 22 is less than the amount of the loan outstanding at default, a 
lender under a conventional mortgage loan will likely lose money as their 
only remedy is to seize the home, sell it and sue the borrowers for the 
remainder. It is generally difficult to successfully gain judgments for the 

25 remainder against borrowers who have defaulted on their loan payments 
as such defaulting borrowers are often in financial difficulties. Under a 
preferred embodiment of this method, lender 14 can also cash insurance 
policy 20 as well, thus providing extra security. 

It should be appreciated that the method of the present 

30 invention is not restricted to the use of life insurance policies. Borrower 
12, who may comprise any legal entity, may be required to invest in one or 
more of a wide variety of investment instruments such as bonds, 
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guaranteed investment certificates, mutual funds, annuities etc. Preferably 
the payments and /or returns of these other investment instruments are 
not taxable. These investment instruments may be managed by the 
borrower, the lender or a third party. In a manner similar to the preferred 
5 embodiment, the value of the investment instruments will pass to the 
lender at the end of the loan period defined by the loan agreement in 
satisfaction of the loan. Universal life insurance policies offer a number of 
advantages over other known investment instruments however. First, 
the return on the investment inside the policy is not taxed, allowing for 
10 greater rates of return. Second, should borrower 12 die before the policy is 
cashed, lender 14 will receive the full death benefit and the cash value of 
the policy free of tax. However, borrower 12 will need to comprise one or 
more individuals and cannot be a corporation or other such legal entity as 
life insurance cannot be obtained on such entities. 



15 EXAMPLE 

The following is an example showing the operation of a 
preferred embodiment of the method. A 30 year old borrower decides to 
buy a house for $230,000 for which he makes a $30,000 down payment. The 
borrower approaches a lender for the remainder of the purchase price of 

20 the house. The lender loans the borrower $200,000 which is paid to the 
seller of the house. 

The lender calculates the monthly payment of a reference 
loan based on an interest rate of 8%, a period of payment of one month 
and a loan length of 30 years. Using standard amortization calculations, 

25 the lender determines that a monthly payment under the reference loan 
would be $1,449,42. The lender and borrower agree on an investment 
strategy with a moderate level of risk and an estimated rate of return of 
8%. The lender then prepares a table of values of the universal life 
insurance policy on a yearly basis showing the cash surrender value of the 

30 policy after each year of the policy given a monthly premium of $1,449.42. 
In preparing this table, the lender takes into account the cost of a life 
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insurance policy on the life of the borrower for the amount of the 
principal (i.e. $200,000). As the investment in the life insurance policy is 
allowed to grow on a tax-free basis, after 15 years, the cash surrender value 
of the policy is $387,891. The lender selects this value as a desired total 
5 payment and sets the terms of the loan. The borrower, under the terms of 
the loan, is not required to make additional payments unless the rate of 
return of the falls below 7% and is not entitled to receive surplus amounts 
unless the rate of return exceeds 9% in any given year. 

The borrower then makes the monthly premium payments 

10 into a universal life insurance policy owned by the lender over 15 years. 
The insurance company operating the policy takes a portion of the 
premium payments as payment for a standard life insurance policy on the 
life of the lender. The remainder is invested according to the instructions 
of the lender. At the end of each year, the lender assesses the rate of return 

15 on the money invested by the insurance company. If the rate of return 
falls between 7% and 9% each year, the borrower does not make additional 
payments and the borrower does not die during the term of the loan, at the 
end of 15 years, the lender will cash the life insurance policy and the loan 
will be repaid. If the rate of return for a given year is greater than 9%, the 

20 lender will be required to refund any amount earned in excess; if the rate 
of return is less than 7%, the borrower will have to make additional 
payments to ensure that the cash value of the policy is at the level it would 
have been had the rate of return been 7%. 

As will be apparent to persons skilled in the art, various 

25 modifications and adaptations of the method described above are possible 
without departure from the present invention, the scope of which is 
defined in the appended claims. 
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WE CiAIM: 



1. A method for financing a loan of a loan amount to a borrower, 
comprising the steps of: 

a) selecting a reference loan having an amount equal to the loan 
amount, the reference loan having a preselected amortization 
period, interest rate and period of payment; 

b) calculating a periodic payment including interest and principal 
components, such that at the end of the reference loan amortization 
period the reference loan is repaid in full; 

c) selecting an investment instrument, the investment instrument 
having a preselected estimated rate of return; 

d) arranging to have the borrower periodically invest a preselected 
investment amount in the investment instrument, wherein the 
preselected investment amount is correlated to the periodic 
payment of the reference loan; 

e) receiving the proceeds of the investment instrument at a 
preselected time in satisfaction of the loan, wherein the preselected 
time is based upon the preselected estimated rate of return. 

2. The method claimed in claim 1 wherein the investment 
instrument comprises a preselected period of investment and the 
borrower periodically invests the preselected amount at least once 
per period of investment. 

3. The method claimed in claim 2 wherein the preselected investment 
amount is equal to the periodic payment of the reference loan and 
the period of investment is equal to the period of payment of the 
reference loan. 

4. The method claimed in claim 1 wherein the loan is secured by a 
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mortgage security on a property. 

5. The method claimed in claim 1 wherein the investment 
instrument produces returns which are permitted to build on a tax- 
free basis. 

5 6. The method claimed in claim 1 wherein the investment 
instrument is a life insurance policy on the life of the borrower, the 
borrower comprising at least one individual. 

7. The method claimed in claim 6 wherein the life insurance policy is 
a universal life insurance policy. 

10 8. The method claimed in claim 1 wherein the period of payment of 
the reference loan is one month. 

9. The method as claimed in claim 1 further comprising the steps of 
periodically calculating an actual rate of return of the investment 
instrument, and arranging to have the borrower invest additional 

15 investment amounts in the investment instrument if the actual 

rate of return of the investment instrument is less than the 
estimated rate of return. 

10. The method as claimed in claim 9 further comprising the step of 
paying the borrower investment surplus amounts if the actual rate 

20 of return of the investment instrument exceeds the estimated rate 

of return. 

11. The method as claimed in claim 1 further comprising the steps of 
periodically calculating an actual rate of return of the investment 
instrument, and arranging to have the borrower invest additional 

25 investment amounts in the investment instrument if the actual 
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rate of return of the investment instrument is less than a 
preselected lower rate limit. 

12. The method as claimed in claim 11 further comprising the step of 
paying the borrower investment surplus amounts if the actual rate 

5 of return of the investment instrument exceeds a preselected upper 

rate limit. 

13. A method for financing a loan of a loan amount to a borrower, the 
loan being made by a lender and secured by a mortgage security on a 
property, the borrower comprising at least one individual, 

10 comprising the steps of: 

a) arranging to have the borrower periodically make a premium 
payment on a life insurance policy on the life of the borrower, the 
life insurance policy naming the lender as beneficiary, the life 
insurance policy being cashable for a cash surrender value; 

15 b) arranging for at least a portion of the premium payment to be 
invested in at least one investment vehicle, the investment vehicle 
having a preselected estimated rate of return; 

c) calculating an estimated cash surrender value of the life insurance 
policy over time based on the portion of the premium payment to 

20 be invested in the at least one investment vehicle and the 

preselected estimated rate of return; 

d) periodically applying the proceeds of the investment vehicle to the 
insurance policy to increase the cash surrender value thereof; 

e) receiving the cash surrender value of the policy at a preselected time 
25 in full satisfaction of the loan, wherein the preselected time is based 

upon the estimated cash surrender value. 



14. 



The method claimed in claim 13 wherein the life insurance policy is 
a universal life insurance policy. 
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15. The method as claimed in claim 13 further comprising the steps of 
periodically calculating an actual rate of return of the at least one 
investment vehicle, and arranging to have the borrower make 
additional premium payments if the actual rate of return of the at 

5 least one investment vehicle is less than the estimated rate of 

return. 

16. The method as claimed in claim 15 further comprising the step of 
paying the borrower investment surplus amounts if the actual rate 
of return of the at least one investment vehicle exceeds the 

10 estimated rate of return. 

17. The method as claimed in claim 13 further comprising the steps of 
periodically calculating an actual rate of return of the at least one 
investment vehicle, and arranging to have the borrower make 
additional premium payments if the actual rate of return of the at 

15 least one investment vehicle is less than a preselected lower rate 

limit. 

18. The method as claimed in claim 17 further comprising the step of 
paying the borrower investment surplus amounts if the actual rate 
of return exceeds a preselected upper rate limit. 

20 19. The method as claimed in claim 13 wherein the life insurance 
policy is owned by the lender. 

20. The method as claimed in claim 13 further comprising the step of 
obtaining a security interest in the life insurance policy. 

21. The method as claimed in claim 13 further comprising the steps of 
25 receiving the cash surrender value and the death benefit of the life 

insurance policy in the event of the death of at least one individual, 
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and discharging the loan in the event of the death of at least one 
individual. 



The method as claimed in claim 13 further comprising the step of 
waiving at least some of the premium payments in the event of the 
borrower sustaining a disability. 
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